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Market Analysis Overview

The market analysis is performed annually as a task by the Property and Casualty
Division, as part of the division’s goals. The intent is to build a data base of information
to be used to more accurately project changes in the marketplace.

The purpose of the market analysis report is twofold:
To monitor and evaluate market trends and affordability.

To evaluate the competitiveness of critical markets (availability).

Critical Markets

The following factors were considered in determining what markets to analyze for this
study:

* The principal focus of concem at the time of the market analysis plan
development was with regard to property insurance because of the history of
excessive losses experienced by the industry over the past several years.

¢ A second factor was those lines of insurance that traditionally have become a
significant cause for consumer concern but which may or may not include
property coverage.

e A third factor in selecting which lines of insurance was consideration for the
relative availability of data.



Based upon these factors the following lines of insurance were determined to be the
markets to be examined as part of this analysis:

Auto — private passenger

Auto — commercial

Commercial multi peril package

Farmowners

Homeowners

Medical Malpractice

Other Liability (professional liability, D&O, E&O, excess & umbrella)
Crop Hail

Market Analysis Components

For purposes of this study the following evaluations were performed for each line of
insurance (subject to data availability):

Exhibit I -Market Concentration (Herfindahl index )

Exhibit II-A - Market Share Analysis -Market Share Changes

Exhibit II-B — Market Share Analysis -Company Changes

Exhibit II-C — Market Share Analysis — Surplus (non-licensed)

Exhibit III — Historical Loss Ratios (Statewide, Regional, and Countrywide)
Exhibit IV — Loss Ratios vs Rate Change vs Claims Cost Indexes

Exhibit V — Change in Premium Writings

Exhibit VI - Field Market Survey Results-October 2004

Exhibit VII — Residual Market Population

Exhibit VIII — Matrix of Indicators

Description of Market Analysis Components

A description of each of the market analysis components used in the analysis are listed
here: '

Exhibit I -Market Concentration (Herfindahl index ) -The purpose of this index is to
evaluate the concentration of the market and its change over time. Highly concentrated
markets are considered to be less competitive while non-concentrated markets are
considered to be more competitive. The exhibit illustrates the concentration ratio of the
top 4 companies and the top 20 companies. The concentration ratio is the combined
market share of the companies. The final Herfindahl index, however, is based upon the
market share analysis of all companies not just the top 4 or 20 companies. The most
recent data available for this analysis includes the year 2004.




The Herfindahl indices for both the North Dakota and Countrywide markets are
displayed. The results can be compared to two industry standards. The US Dept of Justice
standard was used to categorize the results.

Exhibit IT-A - Market Share Analysis —-Market Share Changes — The purpose of this

exhibit is to provide a supplemental historical picture of the market share changes of the
top 20 insurance companies doing business in each year for the most recent 6 years.

Exhibit I1-B — Market Share Analysis —Company Changes - The purpose of this exhibit
is to illustrate of the number of companies entering, leaving or moving within the top 20
companies over a 12 tol6 year span.

Exhibit II-C-Market Share — Surplus (non-licensed) — This exhibit summarizes the

volume of business written by surplus lines insurers for this market, including Risk
Retention Groups, over a six year period.

Exhibit IIT — Historical Loss Ratios (Statewide, Regional, and Countrywide) — The

purpose of this exhibit is to show the aggregate loss ratio over a span of 11-17 years and
to compare it to the corresponding regional and the countrywide loss ratios.

Exhibit IV — Loss Ratios vs Rate Change vs Claims Cost Index — The purpose of this
exhibit is to compare the statewide 3 year loss ratio (indexed to the base year of 1992) to
both the composite rate index (representing the actual change in rates for the top 10
companies) and the Claims Cost Index. [In addition for the private passenger auto
analysis a chart of the average premium and countrywide rankings was included.]

Exhibit V — Change in Premium Writings - The purpose of this exhibit is to illustrate the
change in writings from year to year based upon the change in premiums. The percentage
change is then compared to the Composite Rate Index and the Consumer Price Index.

Exhibit VI — Field Market Survey Results-October 2004 — This exhibit summarizes the
results of a survey of Property and Casualty agents, staff, company representatives, and
company underwriters in attendance at the agent forums in October of 2003. The survey
solicited comments on the availability and affordability of each line of insurance.

Exhibit VII — Residual Market Population - The purpose of this exhibit is to describe the
current status and population of the residual market mechanism for this line of insurance.



Exhibit VIIT — Matrix of Indicators — The purpose of this exhibit is to summarize the
indication of each market analysis component. The matrix places each indicator into a
Low, Moderate, or High category. Low means the indicator suggests the competition
level is low. Moderate means the indicator suggests the competition level is moderate,
and High means the indicator suggests the competition level is high. A final assessment
based upon a weighting of all indicators is shown.

Narrative Summary

Each line of insurance analyzed for this report will be treated separately. A narrative
summary of each of the applicable market analysis components will be presented along
with a final statement assessing the overall trend and competitiveness of that line. The
narrative summaries are found in addendum’s 1 through 8.

General Summary

The conclusions regarding overall trend and competitiveness for each of the eight
markets are briefly summarized below. For more detail regarding how the conclusion was

reached please refer to the appropriate addendum narrative summary.

Auto — private passenger - A highly competitive market. A slight trend toward higher
rates and fewer competitors overall.

Auto — commercial - A highly competitive market.

Commercial multi peril package - Generally a highly competitive market. However for
certain niche classes the competitive level may be low.

Farmowners - The competitive level of the market is low. A trend toward higher rates.

Homeowners - A moderately competitive market. A trend toward higher rates and less
coverage.

Medical Malpractice - The competitive level of the market is low.
Other Liability (professional liability, D&O, E&O, excess & umbrella) - A moderately

competitive market. For certain niche classes of business the market may be non-
competitive.

Crop Hail - A low competitive market

Technical Notes

Addendum 10 Technical Notes provide specific information regarding data sources and
other matters with potential impacts to the final conclusion.



Addendum 1 Narrative Summary — Auto — Private Passenger

The market analysis components found in the attached exhibits for auto-private passenger
are summarized below:

Exhibit I -Market Concentration (Herfindahl index )

The concentration ratios and Herfindahl indices for North Dakota are well below the
national benchmarks, indicating a highly competitive market. We note however that the
20 firm concentration ratio continues to grow, and is the highest it has been in the past 19
years.

The index for North Dakota compared to countrywide, indicates the North Dakota market
is more concentrated then the countywide market. This is to be expected based upon the
fact North Dakota is a relatively small market that is more easily dominated by a few
larger companies.

Exhibit II-A - Market Share Analysis —-Market Share Changes

The ranking of the top 4 writers has been relatively consistent with little change in
position. The total market share of the top 20 companies combined has increased
gradually over the past six years. Both of these observations suggest a trend towards less
competition.

Exhibit II-B — Market Share Analysis -Company Changes

The number of companies entering and leaving the top 20 is low, which suggests a lesser
degree of competition. However there is considerable movement among all companies
within the top 20, implying greater competition. Highly competitive markets are
associated with a high degree of movement and a low concentration of market share.

This conflicting information does not give a clear indication of the competitive level of
the market. :

Exhibit II-C — Market Share Analysis — Surplus (non-licensed)

The exhibit shows the premium volume written by surplus lines (non-licensed) carriers
by year. The amount recorded is insignificant. There has been no premium written by
surplus lines carriers for this market in the past three years, suggesting that the market is
highly competitive.



Exhibit IIT — Historical Loss Ratios (Statewide, Regional, and Countrywide)

Since peaking in 2001, the statewide loss ratio has dropped back down to profitable
levels the past three years. This information by itself is not an indicator of the competitive
level of the market.

Exhibit IV — Loss Ratios vs Rate Change vs Claims Cost Indexes

The graphs show that rates have kept pace with the claim cost index (which is based upon
national trends), even while loss ratios are tapering off. This may be an indication of the
market becoming less competitive. However, given that ratemaking tends to be based on
a 3-5 year experience period, this may simply reflect a normal lag.

The chart showing state average premium indicates North Dakota has consistently ranked
among the lowest of all states in overall average premium. In recent years the overall
ranking has increased based on increases in comprehensive premium. Note that this chart
summarizes average premiums only through the year 2003, which was the most current
year available.

Exhibit V — Change in Premium Writings

The statewide premium volume has increased 93% since 1992. Rate change information
would explain 45.9% of this increase, the remainder being due to a variety of factors,
including increases in the cost of, type and number of vehicles, changes in coverage
levels, demographic changes, etc.

Comparing the North Dakota composite rate index to the Consumer Price Index (for
Motor Vehicle Insurance) can give some insight as to how North Dakota auto insurance
costs compare to those costs nationally. Some of the difference between the two indexes
would again be demographic differences, etc. But this comparison suggests that North
Dakota rates changes are not out of line with the national index.

This information is by itself not an indicator of the competitive level of the market.

Exhibit VI — Field Market Survey Results-October 2004

The results of this survey represent a snapshot of the market as of October 2004.
Responses in 2004 were fairly consistent with the previous survey results. The results
suggest the market continues to be more restrictive in that there are fewer companies
writing business, at generally higher rates, with tighter underwriting standards.

This information indicates that the trend in the market is towards less competition.



Exhibit VII — Residual Market Population

The North Dakota Auto Plan is managed by Automobile Insurance Placement Services
Organization (AIPSO). The annual number of insureds in the plan has been very low
when compared to the total eligible registered vehicles in this state, especially in the more
recent years. This low residual market population is indicative of a competitive market.

Exhibit VIII — Matrix of Indicators

The Herfindahl index, market share analysis of surplus business and the residual market
population reflect a highly competitive market. The market share analysis of changes in
market share, market share analysis-company changes and loss ratio to rate change
comparison indicate a moderately competitive market. The field survey tends to indicate
that the market is becoming less competitive.

Final assessment

The evaluation of the market through the year 2004 indicates a highly competitive
market. The information obtained through the October 2004 survey indicates a tightening
of the market. In determining what the overall market trend and competitive level are,
more weight is given to the Herfindahl index and residual market population data, as
these are statistically sound indicators.

While there is a trend toward higher rates and fewer competitors overall, the general
condition of the market is felt to be highly competitive.
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PRIVATE PASSENGER AUTO

EXHIBIT IV: LOSS RATIO VS. RATE CHANGES VS. COST INDICES

Statewide

Composite Relevant 3YrLR

Rate Claim Cost Indexed

Year Index Index to 1992
1992 1.000 1.000 1.000
1993 1.023 1.043 1.001
1994 1.058 1.087 1.040
1995 1.083 1.126 1.119
1996 1.109 1.170 1.162
1997 1.171 1.209 1.186
1998 1.221 1.250 1.071
1999 1.177 1.290 1.002
2000 1.182 1.340 0.995
2001 1.266 1.379 1.126
2002 1.347 1.439 1.093
2003 1.409 1.479 0.967
2004 1.459 1.511 0.808

Rate Index vs. Claim Cost Index

1.600

1.400
x
$ 1.200
£

1.000

0.800

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
Year
—e— Rate Index —— Claim Cost Index
Rate Index vs. Claim Cost Index vs. LR Index
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PRIVATE PASSENGER AUTO

EXHIBIT V: CHANGE IN PREMIUM WRITINGS

Statewide

Written Composite Consumer

Premium Changein Indexed Rate Price
Year (000s) Writings  to 1992 Index Index
1986 $ 116,008
1987 $§ 125,030 7.8%
1988 $ 130,983 4.8%
1989 $ 136,950 4.6%
1990 $ 143,005 4.4%
1991 $ 152,623 6.7%
1992 $§ 163,517 7.1% 1.00 1.000 1.000
1993 $§ 174,186 6.5% 1.07 1.023 1.055
1994 § 185,284 6.4% 1.13 1.058 1.094
1995 § 194,137 4.8% 1.19 1.083 1.140
1996 $ 205,615 5.9% 1.26 1.109 1.187
1997 $ 220,618 7.3% 1.35 1.171 1.224
1998 $ 234,935 6.5% 1.44 1.221 1.237
1999 $ 240,541 2.4% 1.47 1177 1.235
2000 $§ 241,487 0.4% 1.48 1.182 1.249
2001 $ 257,251 6.5% 1.57 1.266 1.305
2002 $ 285,560 11.0% 1.75 1.347 1.419
2003 $ 301,700 5.7% 1.85 1.409 1.530
2004 $ 315,990 4.7% 1.93 1.459 1.573
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EXHIBIT VIl - RESIDUAL MARKET POPULATION

Private Passenger Auto

1991 - 49
1992 - 52
1993 - 54
1994 - 62
1995 - 38
1996 - 29
1997 - 16
1998 - 11
1999 - 14
2000 - 10
2001 -6
2002 -2
2003 -7
2004 -0

PRIVATE PASSENGER AUTO

Commercial Auto

39
39
31
33
19
12
10
7
9
11
14
21
22
7

Registered vehicles

648,000
674,000
680,000
688,000
696,000
696,000
696,000
688,000
720,000
715,000
791,000
809,000
820,000
837,000



PRIVATE PASSENGER AUTO

EXHIBIT VIl - MATRIX OF INDICATORS

Competitive Level

Factor Low Moderate High
Market Concentration (Herfindahl index ) XX
Market Share Analysis —Market Share XX

Changes
Market Share Analysis —Company Changes XX
Market Share Analysis — Surplus (non-licensed) XX
Historical Loss Ratios (Statewide, Regional, NA NA NA

and Countrywide)
Loss Ratios vs Rate Change vs Claims XX

Cost Indexes
Change in Premium Writings NA NA NA
Field Market Survey Results-October 2004 XX
Residual Market Population XX

Final ranking based upon all factors: High



Addendum 2 Narrative Summary — Auto — Commercial

The market analysis components found in the attached exhibits for auto-commercial are
summarized below:

Exhibit I -Market Concentration (Herfindahl index )

The historical concentration ratios and Herfindah!l indices for North Dakota are well
below the national benchmarks, indicating a highly competitive market. The four-firm
concentration ratio is the lowest it’s been in the past 14 years.

The index for North Dakota compared to countrywide, indicates the North Dakota market
is more concentrated then the countywide market. This is to be expected based upon the
fact North Dakota is a relatively small market that is more easily dominated by a few
larger companies.

Exhibit II-A - Market Share Analysis —Market Share Changes

There has been relatively little movement among the top five writers in North Dakota for
the past six years. On the other hand, the market share of the top 4 writers in 2004 is the
lowest it has been during that period. The market share of the top twenty writers has
varied right around 60%.

The fact that the share of the market held by the top 4 writers is only 26% and the share
held by the top 20 companies is no more then 61% is by general industry standards
indicative of a highly competitive market.

Exhibit II-B — Market Share Analysis “Company Changes

2003 and 2004 notwithstanding, the number of companies entering and leaving the top 20
is fairly significant. There is also movement among all companies within the top 20 with
the exception of the top few writers noted in Exhibit II-A.

Highly competitive markets are associated with a high degree of movement and a low
concentration of market share.

This information is consistent with the observations made in Exhibit II-A and indicative
of a highly competitive market.



Exhibit II-C — Market Share Analysis — Surplus (non-licensed)

The premium volume written by surplus lines carriers in 2003 and 2004 was more than
double that of the previous year. However this accounts for approximately 1% of the
total premium for this line in North Dakota.

This information is consistent with a competitive market.

Exhibit IIT — Historical Loss Ratios (Statewide, Regional, and Countrywide)

Loss ratios appear to have spiked in 2000, and have since then tapered off. The trend is
consistent in the regional and countrywide experience.

This information by itself is not an indicator of the competitive level of the market.

Exhibit IV — Loss Ratios vs Rate Change vs Claims Cost Indexes

Rate changes appear to have not kept pace with trends measured by the national claim
cost index. However rates have not reacted significantly to the downward trend in loss
ratio experience either. This information does not suggest that the market is competitive
nor non-competitive.

Exhibit V - Change in Premium Writings

The statewide premium volume has doubled since 1992. The composite rate index for the
same period shows that filed rate changes amounted to a 22.8% increase. However, we
note there are other rating tools, such as schedule and experience rating which could
cause premiums to rise without a corresponding filed rate increase, and therefore not be
reflected in the rate index. Other factors accounting for the difference could include
increases in the cost of, type and number of vehicles, changes in coverage levels,
demographic changes, etc.

Comparing the North Dakota composite rate index to the Consumer Price Index (for
Motor Vehicle Insurance) can give some insight as to how North Dakota auto insurance
costs compare to those costs nationally. Some of the difference between the two indexes
would again be schedule and experience rating credits and debits, demographic
differences, etc. These differences notwithstanding, it appears that North Dakota rates
have increased at a much slower rate than they have on a national level.

This information is by itself not an indicator of the competitive level of the market.



Exhibit VI — Field Market Survey Results-October 2004

The results of this survey represent a snapshot of the market as of October 2004.

Some notable factors from the survey: 24% of those responding indicate there are fewer
markets (companies) available to them, 67% say that rates have risen, 49% indicate that
underwriting has become more strict compared to past years, 84% are occasionally or
frequently unable to find coverage for a client.

This information indicates that the trend in the market is towards less competition.

Exhibit VII — Residual Market Population

The North Dakota Auto Plan is managed by Automobile Insurance Placement Services
Organization (AIPSO). The annual number of insured’s in the plan has been very low
when compared to the total eligible registered vehicles in this state. This low residual
market population is indicative of a very competitive market.

Exhibit VIII — Matrix of Indicators

With the exception of the field market survey, and the loss ratio vs Rate Change exhibit,
all factors tend to indicate the market is highly competitive.

Final assessment

The evaluation of the market through the year 2004 indicates a highly competitive
market. The information obtained through the October 2004 survey indicates a slight
tightening of the market. In determining what the overall market trend and competitive
level are, more weight is given to the Herfindahl index and residual market population
data, as these are statistically sound indicators.

The general condition of the market is felt to be highly competitive.
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EXHIBIT IIC: NORTH DAKOTA COMMERCIAL AUTO MARKET SHARE- SURPLUS (non-licensed)

YEAR:

Company

Lexington Ins Co

American Safety Ind Co

St Paul Surplus Lines Ins Co
Integon Specialty Ins
Scottsdale Ins Co

Interstate Fire & Cas Co
Western Heritage Ins Co
Ooida RRG Inc

Columbia Cas Co
Acceptance Ind Ins Co
National Fire & Marine Ins Co
Prime Insurance Syndicate Inc
Century Surety Co

Burlington Ins Co

Steadfast ins Co

Specialty Surplus ins Co
Northfield Ins Co

Usf Ins Co

Discover Specialty Ins Co

Company

TIG Specialty Ins Corp
Interstate Fire & Cas Co
Northfieid Ins Co

Westemn Heritage Ins Co
Ooida RRG Inc

Specialty Surplus Ins Co
Mount Vernon Fire Ins Co
Scottsdale Ins Co

St Paul Surplus Lines Ins Co
General Agents Ins Co Of Amer Inc
Firemans Fund Ins Co Of OH

YEAR:

Company

Pacific Ins Co Ltd

Reliance Ins Co Of IL

Northfield Ins Co

Monticello Ins Co

Columbia Cas Co

Chubb Custom Ins Co

Lexington Ins Co

Scottsdale Ins Co

Western Heritage Ins Co
Landmark Amer Ins Co

General Agents Ins Co Of Amer Inc
American intl Specialty Lines Ins Co

2004

Direct
Written
Premium
__(000s)
$ 430.54
$ 19270
$ 169.24
$ 148.87
$ 67.74
$ 5531
$ 36.31
$ 2963
$ 23.10
$ 16.21
$ 1144
$ 722
$ 185
$ 1.16
$ 050
$ 031
$ 030
$ 030
$__o10
$1,192.83

2001

Direct
Written
Premium
000s
$ 8620
$ 2477
$ 2175
$ 1747
$§ 791
$ 49
$ 294
$
$
$
$ 002
$

:

2.63
0.55
0.15
0.02
169.28

1998

Direct
Written
Premium
(000s)
163.82
92.84
46.82
5.24

4.44
2.89
237
1.85
1.40
1.20

1.00

328.88

A APAAPAAAPDAANAN

Company

American Safety Ind Co

Integon Specialty Ins

Interstate Fire & Cas Co

Scottsdale Ins Co

American Empire Surplus Lns Ins Co
Columbia Cas Co

St Paul Surplus Lines ins Co
Western Heritage Ins Co

Prime Insurance Syndicate Inc
Acceptance Ind Ins Co

Great American E&S Ins Co

Essex Ins Co

Ooida RRG Inc

Northfield Ins Co

Burlington Ins Co

National Fire & Marine Ins Co
American Intl Specialty Lines Ins Co

Company

Northfield ins Co

TIG Specialty Ins Corp
General Agents Ins Co Of Amer Inc
Waestern Heritage Ins Co
Chubb Custom Ins Co
Ooida RRG Inc
Landmark Amer Ins Co
Scottsdale Ins Co
Pacific Ins Co Ltd
General Star ind Co
Interstate Fire & Cas Co

Company

Pacific Ins Co Ltd

Northfield Ins Co

Waestern Heritage Ins Co

General Agents Ins Co Of Amer Inc
Columbia Cas Co

Lexington Ins Co

Scottsdale Ins Co

Commercial Underwriters Ins Co
Landmark Amer Ins Co

American Intl Specialty Lines Ins Co
Acceptance Ind Ins Co

Gulf Underwriters Ins Co

2003

Direct
Written
Premium
(000s)
222.41
112.08
60.90
60.51
32.50
2417
21.37
21.10
15.98
14,93
10.81
9.56
6.87
3.63
1.98
1.80

$§ 005
$ 62063

PAPAPAPAANANANPPADDND

2000

Direct
Written
Premium
(000s)
60.18
2563
8.99
5.64
1.25
0.95
0.74
0.46
0.35
0.28
0.26
104.72

AP LA PP AN ALN

1997

Direct
Written
Premium
(000s)
143.11
30.73
16.21
6.99
5.00
3.61
292
2.50
1.16
1.02
0.35
0.06
213.65

A|AAPAPAPAPAA PN

Company

Integon Specialty Ins

Western Natl Mut Ins Co
Scottsdale Ins Co

American intl Specialty Lines Ins Co
Acceptance Ind Ins Co

Essex Ins Co

St Paul Surplus Lines Ins Co
Ooida RRG Inc

Arch Speciality Ins Co
Western Heritage Ins Co
Prime Insurance Syndicate Inc
Great American E&S Ins Co
General Agents Ins Co Of Amer Inc
Specialty Surplus Ins Co
Northfield Ins Co

Interstate Fire & Cas Co
Kemper Ind Ins Co

Burlington Ins Co

National Fire & Marine Ins Co
TIG Specialty Ins Corp
Columbia Cas Co

Company

Fidelity Excess & Surplus Ins Co
Northfield Ins Co

Monticello Ins Co

Lexington Ins Co

Chubb Custom Ins Co

Interstate Fire & Cas Co

St Paul Surplus Lines Ins Co
Landmark Amer Ins Co

General Agents Ins Co Of Amer Inc
Mount Vemon Fire Ins Co
Acceptance Ind Ins Co
Scottsdale Ins Co

Company

Pacific Ins Co Ltd

Western Heritage Ins Co
Northfield Ins Co

Columbia Cas Co

General Agents Ins Co Of Amer Inc
Lexington Ins Co

Commercial Underwriters Ins Co
Acceptance Ind Ins Co
Scottsdale Ins Co

Landmark Amer ins Co

Union Ins Co Of Providence
Essex ins Co

2002

Direct
Written
Premium
(000s)
89.91
41.25
29.25
19.33
19.28
16.91
15.00
12.71
11.36
10.14
9.51
8.85
5.84
3.69
3.17
253
1.98
1.97
1.85
1.51
1.00
307.02

PP P AP APDAPDPADADANPAADAANAN

1999

Direct
Written
Premium
(000s)
$ 319.49
$ 5278
$ 468
$ 202
$ 199
$ 158
§ 115
$ 099
$ 0.60
$ 055
$ 050
$ 029
$

1996

Direct
Written
Premium

45.07
12.83
11.64

5.00

2. 26
2.00
1.69
1.15

0 75
0.46
86.39

P AAPAPAAANAANAANSD
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COMMERCIAL AUTO

EXHIBIT IV: LOSS RATIO VS. RATE CHANGES VS. COST INDICES

Statewide

Composite Relevant 3YrLR

Rate Claim Cost Indexed

Year Index Index to 1992
1992 1.000 1.000 1.000
1993 1.007 1.043 1.033
1994 1.024 1.087 1.001
1995 1.009 1.126 1.160
1996 1.009 1.170 1.195
1997 1.007 1.209 1.258
1998 1.013 1.250 1.192
1999 1.027 1.290 1.221
2000 1.044 1.340 1.294
2001 1.113 1.379 1.336
2002 1.152 1.439 1.201
2003 1.191 1.479 1.032
2004 1.228 1.511 0.846

Rate Index vs. Claim Cost Index

1.600
1.400
1.200

Index

1.000

i

0-800 i Z e i
1992 1993 1994 1995 1996 1997

1998 1999 2000 2001 2002 2003 2004
Year

—ae— Rate Index —#— Claim Cost Index

Rate Index vs. Claim Cost Index vs. LR Index

1.500
1.400
1.300
1.200
1.100
1.000
0.900
0.800

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

I+ Rate Index —s— Claim Cost Index —a— Loss Ratio Index (3 yr Avg)




COMMERCIAL AUTO

EXHIBIT V: CHANGE IN PREMIUM WRITINGS

Statewide
Written
Premium Changein Indexed Composite Consumer
Year (000s) Writings  to 1992 Rate Price
1991 § 41,306 Index Index
1992 § 43,523 5.4% 1.00 1.000 1.000
1993 § 45,866 5.4% 1.05 1.007 1.055
1994 § 51,659 12.6% 1.19 1.024 1.094
1995 § 54,224 5.0% 1.25 1.009 1.140
1996 $§ 52,889 -2.5% 1.22 1.009 1.187
1997 $§ 56,103 6.1% 1.29 1.007 1.224
1998 $§ 58,298 3.9% 1.34 1.013 1.237
1999 § 59,260 1.7% 1.36 1.027 1.235
2000 $ 63,495 7.1% 1.46 1.044 1.249
2001 $ 70,676 11.3% 1.62 1.113 1.305
2002 $ 77,484 9.6% 1.78 1.152 1.419
2003 $ 84,776 9.4% 1.95 1.191 1.530
2004 $ 87,154 2.8% 2.00 1.228 1.573
2.200
2.000
1.800
'E, 1.600
£ 1.400
1.200
1.000
0.800
N
—&— Composite Rate Index —&— CPI Index —#— Change in Writings
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COMMERCIAL AUTO

EXHIBIT VIl - RESIDUAL MARKET POPULATION

Private Passenger Auto Commercial Auto Registered vehicles
1991 - 49 39 648,000
1992 - 52 39 674,000
1993 - 54 31 680,000
1994 - 62 33 688,000
1995 - 38 19 696,000
1996 - 29 12 696,000
1997 - 16 10 696,000
1998 - 11 7 688,000
1999 - 14 9 720,000
2000 - 10 11 715,000
2001 -6 14 791,000
2002 -2 21 809,000
2003 -7 22 820,000

2004 -0 7 837,000



COMMERCIAL AUTO

EXHIBIT VIII - MATRIX OF INDICATORS

Factor

Market Concentration (Herfindahl index )

Market Share Analysis —Market Share
Changes

Market Share Analysis —Company Changes

Market Share Analysis — Surplus (non-licensed)

Historical Loss Ratios (Statewide, Regional,
and Countrywide)

Loss Ratios vs Rate Change vs Claims
Cost Indexes

Change in Premium Writings

Field Market Survey Results-October 2004

Residual Market Population

Final ranking based upon all factors: High

Competitive Level

Low Moderate
NA NA

XX
NA NA
XX

High

NA

NA



Addendum 3 Narrative Summary — Commercial Multi Peril Package

The market analysis components found in the attached exhibits for commercial multi
peril package are summarized below:

Exhibit I -Market Concentration (Herfindahl index )

The historical concentration ratios and Herfindahl indices for North Dakota are very low
relative to the national benchmarks. This indicates the market is not concentrated and is
highly competitive. We Note however that the 20 firm concentration ratio has been
increasing in recent years.

The index for North Dakota compared to countrywide, indicates the North Dakota market
is more concentrated then the countywide market. Some of this difference is due to the
fact that North Dakota is a relatively small volume market that is more easily dominated
by a few larger companies.

Exhibit II-A - Market Share Analysis —-Market Share Changes

The ranking of the top 4 writers over the past six years has varied considerably. The top 4
positions have held approximately 19% - 24% of the market share over the past 6 years.

While the total market share of the top 20 companies combined has exceeded 60% the
past two years, this is still considered to be fairly low.

These statistics indicate that the market is very competitive. We temper this conclusion
somewhat because the general category of Commercial Multi-Peril Package includes
such a wide array of contracts and risk exposures. Contracts can include Commercial
Multi-Peril, Businessowners, Owners, Landlords and Tenants as well as other specialty
packages. Further, some companies specialize in writing only certain risk categories. Not
all companies write all classes of risk.

Exhibit II-B — Market Share Analysis -Company Changes

2003 and 2004 notwithstanding, the number of entries and exits in the top 20 has been
significant. There is also considerable movement among all companies within the top 20.

Highly competitive markets are associated with a high degree of movement and a low
concentration of market share.

This information suggests that the level of competition is high. This conclusion is
tempered based upon the factors discussed in II-A.



Exhibit I1-C — Market Share Analysis — Surplus (non-licensed)

The analysis of the surplus lines market for this line of business is difficult. Much of
what would normally be categorized as commercial multi peril in the admitted market
may instead be classified in fire and allied lines for property coverage and other liability
for commercial liability in the surplus market reporting. It is noteworthy however that in
the past two years some business written by surplus lines carriers was coded as
Commercial Multi-peril.

The influx of premium in the surplus lines market in the past two years (3.6% of the total
premium in 2004) is consistent with anecdotal evidence the department has received
regarding specific classes of business or niche markets that are having difficulty
obtaining insurance. Since 2001, when the market began to harden, these risks have been
unable to find coverage in the admitted market. The market for these risks is clearly not
competitive, even though the overall indication for the broad Commercial Multi-peril
Package market is competitive.

Exhibit ITT — Historical Loss Ratios (Statewide, Regional, and Countrywide)

Statewide loss ratios have fluctuated dramatically from year to year. The regional loss
experience has also fluctuated but to a lesser magnitude. The countrywide ratios have
been fairly stable. The variation in data makes it difficult to draw any meaningful
conclusions on this factor alone.

This information by itself is not an indicator of the competitive level of the market.

Exhibit IV — Loss Ratios vs Rate Change vs Claims Cost Indexes

The changes in rates have followed closely with the national change in claims costs. Due
to the volatility in the statewide loss ratios, we are unable to make a definitive conclusion
on the competitive level of the market from this exhibit. Therefore we maintain our
previous determination as a moderately competitive market.

Exhibit V — Change in Premium Writings

The statewide premium volume has more than doubled in the past ten years. Historical
rate changes and price trends measured by the CPI appear to account for most of the
increased premium volume. In this analysis the combined effects of the rate change
index and the CPI are directly comparable to the written premium index.

This information is by itself not an indicator of the competitive level of the market.



Exhibit VI — Field Market Survey Results-October 2004

The results of this survey represent a snapshot of the market as of October 2004,

Some notable factors from the survey: 18% of those responding indicate there are fewer

markets (companies) available to them (compared to 55% in the 2003 survey). 69% say

that rates have risen, 47% indicate that underwriting has become more strict compared to
past years, 84% are occasionally or frequently unable to find coverage for a client.

This information, though not as severe as was reported in the 2003 survey, still indicates
that the market is non-competitive.

Exhibit VII — Residual Market Population

There is no residual market mechanism for commercial lines in North Dakota.
Consumers who can not obtain insurance through the admitted market must either look
for coverage in the surplus market, or go without.

The absence of the need for a residual market mechanism would normally be considered
an indicator of a competitive market.

Exhibit VIII — Matrix of Indicators

The Herfindahl index, Market Share Changes, Market Share Company Changes results
and the lack of a residual market indicate a highly competitive market. The Market Share
Surplus provides no conclusion. The loss ratios versus rate change versus claims cost
index indicates a moderately competitive market. The field survey indicates that the
market is becoming less competitive.

Final assessment

The evaluation of the market through the year 2004 indicates a highly competitive
market. The information obtained through the October 2004 survey indicate a tightening
of the market. In determining what the overall market trend and competitive level are,
more weight is given to the Herfindahl index and Market Share analysis as these are
statistically sound indicators. While the field survey results and department observations
are less statistically viable, they are considered in the final ranking.

The general condition of the market is felt to be highly competitive. However, anecdotal
information received from consumers in specific niche markets within the commercial
multi peril line and the fact that premium for this line was written in the surplus lines
market in the past two years, would indicate a low competitive level for some niche
markets.
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COMMERCIAL MULTI-PERIL PACKAGE

EXHIBIT IV: LOSS RATIO VS. RATE CHANGES VS. COST INDICES

Statewide

Composite Relevant 3YrLR

Rate Claim Cost Indexed

Year Index Index to 1992
1992 1.000 1.000 1.000
1993 1.016 1.045 1.158
1994 1.048 1.088 1.318
1995 1.065 1.111 1.707
1996 1.109 1.150 1.980
1997 1.143 1.200 3.526
1998 1.153 1.236 3.124
1999 1.171 1.276 3.248
2000 1.217 1.309 1.155
2001 1.367 1.332 2.006
2002 1.446 1.386 1.375
2003 1.461 1.433 1.537
2004 1.506 1.473 0.741

Rate Index vs. Claim Cost Index

1.600
1.400
1.200

Index

1.000

0.800 AT e s, 5 a0 28 2 i
1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

Year

—e— Rate Index —#— Claim Cost Index

Rate Index vs. Claim Cost Index vs. LR Index

4.000
3.500
3.000
2.500
2.000
1.500
1.000
0.500
0.000

i . : - 'éézx’“' o % i b i
1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

—e— Rate Index —m— Claim Cost Index —— Loss Ratio Index (3 yr Avg) |




COMMERCIAL MULTI-PERIL PACKAGE

EXHIBIT V: CHANGE IN PREMIUM WRITINGS

Statewide Composite Consumer
Written Change in Indexed Rate Price
Year Premium Writings to 1992 Index Index
1992 § 38,008 1.00 1.000 1.000
1993 $§ 40,609 6.8% 1.07 1.016 1.030
1994 § 40,622 0.0% 1.07 1.048 1.056
1995 § 39,849 -1.9% 1.05 1.065 1.086
1996 $ 41,365 3.8% 1.09 1.109 1.118
1997 $ 41,874 1.2% 1.10 1.143 1.144
1998 $§ 43,175 3.1% 1.14 1.153 1.162
1999 § 44,384 2.8% 1.17 1.171 1.187
2000 $ 49,374 11.2% 1.30 1.217 1.227
2001 $§ 55,980 13.4% 1.47 1.367 1.262
2002 $§ 67,941 21.4% 1.79 1.446 1.282
2003 $§ 77,000 13.3% 2.03 1.461 1.311
2004 $ 84,529 9.8% 2.22 1.506 1.346
2.400
2.200
2.000
_ x 1.800
° 1.600
= 1.400
1.200
1.000
0.800
N
—i— Composite Rate Index —— CPI Index ——Change in Writings




62¢
sesuodsoy [ej0]

0ge
sasuodsay [8joL

6¢c
sesuodsoy [€J0L

vee
sasuodsoy [ej0

%811

%€'8

%S¢

%LEL

yXA
a|qeun Apjuenbaij

6}
LS ssaT

8
poseaidag

e
EXTT]

%1cL

%E vy

%S'LC

%v'89

S9l

%9l

JON Ajjeuoisedsp

[4s] 2
swieg

o
©o
st

%V Ly

%069

%6°L1L

SAemMy

601
LS aloy

851
paseaiou|

A4
EYTER]

abesanon Buipui4

sabueyo mn

sabuey ajey

sja) el a|qejieAy

AIAANS LIMAVIN @131 CIA LigIHX3

FOVHOVd NHIL-ILTNN TVIOHINNOD



COMMERCIAL MULTI-PERIL PACKAGE

EXHIBIT VIl - RESIDUAL MARKET POPULATION

North Dakota does not have a residual market mechanism for commercial lines.



COMMERCIAL MULTI-PERIL PACKAGE

EXHIBIT VIil - MATRIX OF INDICATORS

Competitive Level

Factor Low Moderate High
Market Concentration (Herfindahl index ) XX
Market Share Analysis —Market Share XX
Changes
Market Share Analysis —Company Changes XX
Market Share Analysis — Surplus (non-licensed) XX
Historical Loss Ratios (Statewide, Regional, NA NA NA
and Countrywide)
Loss Ratios vs Rate Change vs Claims XX
Cost Indexes
Change in Premium Writings NA NA NA
Field Market Survey Results-October 2004 XX
Residual Market Population XX

Final ranking based upon all factors: High



Addendum 4 Narrative Summary — Farmowners

The market analysis components found in the attached exhibits for farmowners are
summarized below:

Exhibit I -Market Concentration (Herfindahl index )

The 4-Firm Concentration ratio is the lowest it has been in fourrteen years, while the 20-
Firm ratio is the highest it’s been in that time period. Based upon national guidelines, the
Farmowners line appears to be concentrated and thus not competitive.

The index for North Dakota compared to countrywide, indicates the North Dakota market
is significantly more concentrated then the countywide market. Some of this difference is
due to the fact North Dakota is a relatively small volume market that is more easily
dominated by a few larger companies and the fact there are significantly fewer active
companies in this line of insurance compared to others.

Exhibit II-A - Market Share Analysis —-Market Share Changes

The top carriers have remained largely the same over the past six years.

The total market share of the top four carriers has hovered at approximately 70%. The
total market share of the top 20 companies combined has consistently been over 99% of
the market.

These statistics indicate that this market is not competitive.

Exhibit II-B — Market Share Analysis -Company Changes

The number of companies entering and leaving the top 20 is low. However there has been
substantial movement among all companies within the top 20.

Highly competitive markets are associated with a high degree of movement and a low
concentration of market share. :

This information suggests that the level of competition is moderate.

Exhibit II-C — Market Share Analysis — Surplus (non-licensed)

The fact there is no business written in the surplus market suggests the market is
competitive.



Exhibit IIT — Historical Loss Ratios (Statewide, Regional, and Countrywide)

Statewide loss ratios have fluctuated widely from a high of 129% in 1997, to a low of
39% in 2003. Regional and Countrywide loss ratios have also been volatile. The
variation in data makes it difficult to draw any meaningful conclusions on this factor
alone.

This information by itself is not an indicator of the competitive level of the market.

Exhibit IV — Loss Ratios vs Rate Change vs Claims Cost Indexes

Historically the changes in rates have followed closely with the national change in claims
costs. However, they appear to be outpacing them in recent years while at the same time,
loss ratios are declining.

The above information indicates that the Farmowners line is not a competitive market.

Exhibit V — Change in Premium Writings

The statewide premium volume has more than doubled the past thirteen years. The
increase in premium volume appears to be explained by combined effects of rate changes
and trends measured by the Consumer Price Index, and not an increase in exposures. In
this analysis the combined effects of the rate change index and the CPI are directly
comparable to the written premium index.

This information is by itself not an indicator of competitiveness but may illustrate the
lack of growth in exposures (farms) within the state.

Exhibit VI — Field Market Survey Results-October 2004

The results of this survey represent a snapshot of the market as of October 2004.

Some notable factors from the survey: 28% of those responding indicate there are fewer
markets (companies) available to them, 76% say that rates have risen, 51% indicate that
underwriting has become more strict compared to past years, 82% are occasionally or
frequently unable to find coverage for a client.

This information indicates that the trend in the market is towards less competition.



Exhibit VII — Residual Market Population

There is no residual market mechanism for farmowners in North Dakota. Consumers who
can not get insurance through the admitted market must. either look for coverage in the
surplus lines market, or go without.

The absence of the need for a residual market mechanism would normally be considered
an indicator of a competitive market.

Exhibit VIII — Matrix of Indicators

The Herfindahl index, Market Share Changes, loss ratios versus rate change versus
claims cost index, and the field survey results indicate & non-competitive market. The
Market Share Company Changes, suggest that the market is moderately competitive. The
lack of both a residual market mechanism and a surplus lines market suggest a
competitive market.

Final assessment

The evaluation of the market through the year 2004 indicates a non-competitive market.
The information obtained through the October 2004 survey indicates a tightening of the
market. In determining what the overall market trend and competitive level are, more
weight is given to the Herfindahl index and loss ratio to rate change data as these are
statistically sound indicators.

The trend is toward higher rates. The general condition of the market is felt to be non-
competitive.
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FARMOWNERS

EXHIBIT IV: LOSS RATIO VS. RATE CHANGES VS. COST INDICES

Statewide

Composite Relevant 3YrLR

Rate Claim Cost Indexed

Year Index Index to 1992
1992 1.000 1.000 1.000
1993 1.007 1.035 1.005
1994 1.028 1.067 1.152
1995 1.041 1.112 1.253
1996 1.064 1.144 1.400
1997 1.108 1.181 1.595
1998 1.155 1.216 1.450
1999 1.179 1.262 1.587
2000 1.251 1.313 1.255
2001 1.362 1.346 1.428
2002 1.622 1.400 1.150
2003 1.696 1.465 0.990
2004 1.770 1.552 0.773

Rate Index vs. Claim Cost Index

1.950
1.750
1.550
1.350
1.150
0.950
0.750

Index

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
Year

—e— Rate Index —&— Claim Cost Index

Rate Index vs. Claim Cost Index vs. LR Index

1.900
1.700
1.500
1.300
1.100
0.900
0.700

—e— Rate Index —m— Claim Cost Index —— Loss Ratio Index (3 yr Avg)J




Year
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004

AR AAOARAADADANLLNN

Statewide
Written

FARMOWNERS

EXHIBIT V: CHANGE IN PREMIUM WRITINGS

Premium Change in Indexed
(000s) Writings

19,772
20,885
22,267
23,692
25,142
26,406
28,203
29,770
30,955
33,405
36,380
41,250
44,884
49,296

5.6%
6.6%
6.4%
6.1%
5.0%
6.8%
5.6%
4.0%
7.9%
8.9%
13.4%
8.8%
9.8%

to 1992

1.00
1.07
1.13
1.20
1.26
1.35
1.43
1.48
1.60
1.74
1.98
2.15
2.36

Composite
Rate
Index

1.000
1.007
1.028
1.041
1.064
1.108
1.156
1.179
1.251
1.362
1.622
1.696
1.770

Consumer
Price
Index

1.000
1.027
1.053
1.080
1111
1.140
1.167
1.192
1.233
1.283
1.311
1.344
1.378

Index

—— Composite Rate Index —&— CPI Index —%—Change in Writingsj
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FARMOWNERS

EXHIBIT VIl - RESIDUAL MARKET POPULATION

North Dakota does not have a residual market mechanism for Farmowners.



FARMOWNERS

EXHIBIT VIII - MATRIX OF INDICATORS

Competitive Level

Factor Low Moderate High
Market Concentration (Herfindahl index ) XX
Market Share Analysis —Market Share XX
Changes
Market Share Analysis —Company Changes XX
Market Share Analysis — Surplus (non-licensed) XX
Historical Loss Ratios (Statewide, Regional, NA NA | NA
and Countrywide)
Loss Ratios vs Rate Change vs Claims XX
Cost Indexes
Change in Premium Writings NA NA NA
Field Market Survey Results-October 2004 XX
Residual Market Population XX

Final ranking based upon all factors: Low



Addendum 5 Narrative Summary — Homeowners

The market analysis components found in the attached exhibits for homeowners are
summarized below:

Exhibit I -Market Concentration (Herfindahl index )

The historical concentration ratios and Herfindahl indices for North Dakota are below the
national benchmarks, indicating a highly competitive market. However, it is noted that
the concentration ratios and the indices have been gradually increasing.

The index for North Dakota compared to countrywide, indicates the North Dakota market
is more concentrated then the countywide market. Some of this difference is due to the
fact that North Dakota is a relatively small volume market that is more easily dominated
by a few larger companies.

Exhibit II-A - Market Share Analysis —-Market Share Changes

With the exception of 2003, the top 4 carriers have been the same in each of the past 6
years. The combined market share of the top 4 carriers is gradually increasing, as is the
total market share of the top 20 companies combined.

These observations suggest that the market is becoming less competitive.

Exhibit II-B — Market Share Analysis -Company Changes

The number of companies entering and leaving the top 20 is low. However, there was a
fair amount of movement among all companies within the top 20.

Highly competitive markets are associated with a high degree of movement and a low
concentration of market share. This exhibit suggests that the market is moderately
competitive.

Exhibit II-C-Market Share Analysis — Surplus (non-licensed)

The total amount of business written in the surplus lines market for the Homeowner line
is minimal. This low volume suggests the market is competitive.

Exhibit ITT — Historical Loss Ratios (Statewide, Regional, and Countrywide)

Since peaking at 297% in 2001, the statewide loss ratio has dropped to low levels in
2002, 2003 and 2004. A similar drop can be seen in the regional and countrywide loss
ratios.

This information by itself is not an indicator of the competitive level of the market.



Exhibit IV — Loss Ratios vs Rate Change vs Claims Cost Indexes

In recent years rates have been increasing at a faster pace than trends measured by the
claim cost index, a sign that the market is becoming less competitive. With the exception
of 2004, North Dakota loss ratios have been extremely high over the past several years.
Even though rate increases are now outpacing changes in claim costs they still have not
kept pace with historical loss ratios.

It is evident that the industry did not respond in a timely fashion to the deterioration in
loss experience at the state level. The presumption could be made that competitive
pressures kept companies from taking appropriate rate increases during this time. This
exhibit indicates that the market has historically been highly competitive, but is moving
towards a less competitive level.

Exhibit V — Change in Premium Writings

The statewide premium volume has increased 180% since 1992. However, the changes in
premium volume when compared to both the composite rate index and the Consumer
Price Index suggest that the change in volume is not based upon an increase in exposures.
Rate changes and the CPI appear to account for the increase in volume.

This information is by itself not an indicator of competitiveness but would seem to reflect
a lack of growth in exposures (properties) within the state.

Exhibit VI — Field Market Survey Results-October 2004

The results of this survey represent a snapshot of the market as of October 2004.

Some notable factors from the survey: 23% of those responding indicate there are fewer
markets (companies) available to them, 81% say that rates have risen, 59% indicate that
underwriting has become more strict compared to past years, 72% are occasionally or
frequently unable to find coverage for a client.

This information indicates that the trend in the market is towards less competition.

Exhibit VII — Residual Market Population

There is currently no residual market mechanism for homeowners in North Dakota,
which normally suggests a highly competitive market. This observation is tempered
however by the fact statutory authority was granted to the commissioner to implement a
placement facility should it be determined that there is a lack of availability in the
marketplace.



Exhibit VIII — Matrix of Indicators

The Herfindahl index, and the Surplus lines market analysis reflect a highly competitive
market. Market share company changes analysis, the loss ratio to rate change
comparison and the lack of a residual market, indicate a moderately competitive market.
The market share analysis and field survey indicates that the market is becoming less
competitive.

Final assessment

The evaluation of the market through the year 2004 indicates a moderately competitive
market. The information obtained through the October 2004 survey and the observations
by the department indicate a hardening of the market. In determining what the overall
market trend and competitive level are, more weight is given to the Herfindahl index and
loss ratio to rate change data as these are statistically sound indicators. While the field
survey results and department observations are less statistically viable, they are also are
considered in the final ranking.

While the trend is toward higher rates with less coverage, the general condition of the
market is felt to be moderately competitive.
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